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Wae have considerad your application for recognition of exemption from federal income tax
under section 501{a) of the Internal Revenue Code as an organization described in section
501{ci3). Based on the xmformatlon submittad, we have concluded that you do not qualify for
axemption under that sectlon The basis for our conclusion is sat forth below.

Your organization was incorporated SO . der the non-profit laws of the
A * IR The annual accounting period ends December 31.

b
You have stated: er a
) The SN Degree can be earned in the same time frame as the M.D. Dagree
through comemporanaous'enrollmont in the GEJINNR program of
This program is taught pandy as a distance education program and, therefore, falls within: the ED
distance education regulations. As such, only a maximum of 50% of the program (24 of 48
semester hours required for the SIllIl@degreae) can be supported by Title IV Statford funds.
However, since it is @ graduata ievel program, full graduate level Title IV loan limits can cover part-
time enrollment (and part-time tuition) and full costs of living either in @I or (IR Further,
based on W interpretation of the 50% rule only four terms can be supportad with living
expenses and the fifth tarh can only support tuition. Students enrolied in SENNEENNIY attend five
terms in MM and the refnaining five terms in AR spproved clinical rotations in the U.S. or
in appraved ¢linical training programs in the United Kingdom. SN students would racaivs ’
Title IV loans for M.H.S.Al program arrangement with
baen approved by the :egi*)nal (NP accrediting body that racognizes ~
QU 2nd was formally cieared through the U.S. Department of Education.~
|

You have also indii ated that this organization has another branch of its organization which
is _ non-profit corp.), IENEEEGG—_—_———
r 1 AR GEEe

. i
" Your foundation h3ds been engaged in the organization of the student loan program for the
Your stated purpose is to provide
sscholarships~ (this word r misussd, as the foundation does not award scholarships, only the
fo

processing of applications {for student loans) to medical students. Your toundation will facilitate the
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processing of applications for students through the financial aid department of the college
muntioned above. Only student loans will be made available. The interest rates are determined at
the Treasury Bill rate plus:2.5%-2.85% with several repayment options.

Your Foundation ﬁas one activity. Your sole purpose is to administrate student loan funds
raceived from United States financial institutions for

) fund a USA lending institution the US student loan program.
“Applications provided by KyNIENNGGNGNGIENNNP orc completed by the students and approved by
i The funds flow through the foundation to the students. Students
-aceive checks for the ampunit of the loan. The only contracts entered into are the contracts with
i"ie students for financial aid and a contract with

You have stated that SEMPis the only emplayes and is the controllef for both the
R and the GNEEENPD. She maintains the checking account where the electronic fund
transfers (EFT) are received. She matches monies received with approved loan documents and
forwards tha chacks to the appropriate student. She spands approximataly six hours per week on
wour accounting records. -

You have stated that your foundation is of common ownership with SEEIEEGEGEGG—_GG
SRR . its decision making body is the same. Its accounting staff is the same. It provides
services only far the collegs. The college in WIIR is a non-exempt b Funds
provided by NN 1 remitted directly to the students. Remittance reports are
reconciled by student in the Department of Financial Aid at the college. Final loan documents are
give to the student with their checks. '

S 2 lending institution that is completely separate from the collage
gnd foundation. There is'no selection committee. All students can apply with the bank. Each
student receives a financial aid packat. . : '

Your arganization; from your description, has no control or discretion over the use or
distribution of the funds. : Your organization cannot limit the distribution of funds, your stated
surpose is only to administrate. There is no wsignificant involvement” in"obtaining the stident
i9ans by your organization. From the information supplied by you to the Service, a student can
abtain the loan packet, apply for the loan, and receive disbursements from
iust by calling an 800 number. Further. it is indicated from your submission, that a student could

zpply through §

Your foundation’s source of financial suppart will be from contributions by the S

. You haye stated that thera are three directors wha are also the directors of P
They are; NEENNNNGNNE, V.0 .; SN, (honorary

director); and’
The supported organization is SIEENENSIENENARERSME [« is
rganized as 2 SUIIAENEENED. As » GENERENNENNNP it does not qualify for the U.S.
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Student Loan Program. The Mas organized to provide the

“scholarship” program to U §. swdent loan program.

A student loan is to cover tuition, which is approximately $@NEER (SQEENY per term) per
student. The financual aid departmem of the college publicizes availability.

Section 501(a) of the Code states, w[aln organization described in subsection (c) ar {d) or
section 401{a) shall be exampt from taxation under this subtitie [Subtitie A g income taxes], unless
such exemption is denied under section 501 or 503.~

Section 1.501(c){3)-1(a)(1} of the regulations provides that in order to be exempt as an
organization described in section 501(c}{3), an organization must be both organized and operated
exclusively for ane or morg of the purposes specified in such sections. If any organization fails to
meet sither the organizational test or the operational test, it is not exempt.

Section 1.5801(c}(33-1{c){ 1) of the requlations provides that an organization will be regarded
a5 operated exclusively for one ar more exempt purposes only if it is engaged primarily in activities
which accomplish one or rhore of such exempt purposes spacified in section 501(ci{3). An
organization will not be soiregarded if mare than an insubstantial part of its activities is not in
turtherance of an exempt purpose

Section 1.501 (c)(3§-1 {d} of the regulations state in general an organization may be exempt
as an organization described in section 501(cH3) is it is organized for one or more of the following
purposes: (a) Religious, (b) Charitable. (c) Scientific, {d) Testing for public safety, (e) Literary, (f)
Educational, (g} Preventmrt of cruelty to children ar animals.

Section 1.501(c)(3@-1(d)(1)(ii) of the regulations states that an organization Is not organized
or operated for one or more exempt purposes uniess it serves a public rather than a private interast,
Accardingly, it is necessary for an organization to establish that it is not organized or operated for
thg benefit of private interésts such as designated individuals, the creator, shareholders, or persons
eontrolled, directly or mdurlcctly, by such private interasts.

Section 1 5014:!(31:) 1(dN2) of the regulations defines.the term wcharitable~ as used in

saction B01(cHI) in its geu’:eraﬂy accepted legal sense. Such terms includes: Rellef of the poor and

gistressed or of the underpmileged advancement of religion; advancement of education or science;
zrection or maintenance of public buildings, monuments, or works; lessening of the burdens of
Government; and promotidn of social welfare.

Section 1.501(:)(3)-1(:.1)(3) of the regulations defines the term weducational as used n
saction 501{c)(3) to include:
_ (@) The instruction or training of the individual for
the puppose of improving or developing his capabilities; or
(b} The instruction of the public of subject useful
the individual and beneficial to the community.
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Section 1.501(c}3)-1{e} of the regulations states that an organization may be exempt under
section 501(c)(3) even though it aperates a trade or business as a syubstantial part of its activitles if
the operation of such trade or business is in furtherance of the organization’s exempt purposes and
i the organization is not organized or operated for the primary purpose of carrying on an unrelated
trade or busgingss as defined in section 513. In determining tha existence or nonexistence of such
primary purpose, all facts and circumstances must be considered, including the size and extent of
the trade or business and the size and extent of the activities which are in '
‘furtherance of one or more sxempt purposes. An organization which is organized and operated for
- tha primary purpose of carrying on an unrelated business is not exempt under section 501(¢){3).

Section 509{a)(1) of the Code defines the term private foundation to mean any domestic ar
‘nreign orgamzation deacnbed in section 501(c)3) other than an orgamzataon described in section

Section 509(a)(3){8) provides that the organization must be operated, supervised and
controlled by or in connection with one or mora organizations described in IRC 509(a)(1) and {2).

Section 513 of the Code defines the term wany trade or business as any trada or business
ghg_ conduct of which is not substantially related {aside from the need of such organizations for
income or funds or the use it makes of the profits derived) to the exercise or performance by an

organization of the purposes or functions constituting the basis for its exemption under saction 501 .

Section. 1.513-1(d){2) of the regulations provides that a trade or business is wrelated to
exampt purposes, in the relevant sense, only where the conduct of the business activities has a
causal relationship to the achievement of axempt purposes {other than through the production of
incoinel; and that it is wsubstantially related,~ far purposes of section 513 of the Code, only if the
causal relationship is a substantial ane. Thus, for the conduct of trade or business to be )
.substantlally related to purposes for which exemption is granted. the performance of the sarvices
irom which the gross income is derived must contribute impaortantly to the accomplishment of those
purposes.

Rev. Rul. 68-489,-1968-2 C.B. 210, holds that an organization will not jeopardize its
exemption under section 501{ci3) of the Code, even though i3 distributes funds 10 nonexempt
_ organizations, provided it retains contral and discretion over use of the funds for section 501(c)3)
purposes.

Rev. Rul. 72-369,:1972-2 C.B. 248, holds that an organization is not exempt merely
because its operations are not conducted for the purpose of producing a profit. To satisfy the
“operational test~ the organization’s resources must be devoted to purposes that quality as
exclusively charitabla within the meaning of section 501(cH3) of the Code and the applicable
regulations. .

Rev. Proc. 86-43, 1986-2 C.B. 729 holds that the method used by an organization in
advocating its position, rather than the position itself, is the standard for determining whether an
organization has educational purposes. it is used in all situations where the educational purposes of
an organization that advocates a particular viewpoint or pasition are in question.
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Harding Hospital, Inc. v. United States, 506 F2d 10688(1974), holds that an organization
seeking a ruling as to recognition of its tax-exempt status has the burden of proving that it satisfies
thea requirements of the particular exemption statute. Whether an organization has satisfied the
operational test is a question of fact. See, also, Christian Stewardship Assistance, Inc. v.
Commissioner, 69 T.C. 1037, 1042 (1978).

, Botter Business Bureau v. United States. 316 U.S. 279 (1945), holds that the existence of a
. single non-exempt purpose, if substantial In nature, will destroy the exemption under section
501(¢)(3). An organization will be regarded as operated exclusively for one ar more exempt
purposes only if it engages primarily in activities which accomplish one or mors of such purposes.

B.S.W. Group, Inc. v. Commissioner. 70 T.C. 352 (19:78). holds that an organization that
planned to offer consulting services for a fee to a class of nonprofit (but nat all tax-exempt)
a-ganizations did not qualify as a charitable entity but was taxable as a business.

The facts and circumstances here indicate that your organization is not giving either

. scholarships or grants to students. You are merely serving as an administrator for student loan
<ands. These loans which may be obtained are not directed at minority or disadvantaged students.
They are available to all o an open market by Your organization has no
. oversight, granting authority, or selection authority for these laans.

Your specific business activity, as you have indicated in your Application to the Service,
manifests a frequency and continuity, and is pursued in a manner that is comparable to any
commercial activity that perfarms these same types of services. Further, it is conducted and
uriented in a commercial manner. Your organizational purposa is neither necessary nor
indispansabla to any tax-éxempt organization.

Accordingly, you do nat qualify for examption as an organization described in section
§01(cH3) of the Code and you must file federal income tax returns.

Contributions 10 you are not deductible under section 170 of the Code.

You have the right to protest this ruling if you beliave it is incorrect. To protest, you should -
submit a statement of your views to this office, with a full explanation of your reasoning. This

statement, signed by one.of your officers, must be submitted within 30 days from the date of this . e

fetter. You also have a right ta a conference in this office after your statement is submitted. You
rust request the conference, if you want one, when you file your protest statement. If you are to
be rapresented by someone who Is not one of your officers, that person will need to file a proper
power of attorney and otherwise qualify under our Conference and Practices Reguirements.

If you do not protest this ruling in a timely manner, it will be considered by the Internal
Revenue Service as a fallure to exhaust available administrative remedies. Section 7428(b){2} of the
Code provides, in part, that a declaratory judgemant or decree under this section shall not be issuved
in any procseding unless the Tax Court, the United States Court of Federal Claims, or the District

- Court of the United States for the District of Columbia determines that the organization invalved has
exhausted administrative remedies available to it within the Internal Revenue Service.

If we do not hear from you within 30 days, this ruling will become final and a copy will be
forwarded to the Ohio EP/EQ key district office. Thereafter, any gquestions about your federal
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income tax status should be directed to that office, either by calling 877-829-5500 {a toll free
mumber) or sending correspondence ta: Internal Revenue Service, EP/ED Customer Service, P.O,
“Box 2508, Cincinnati, OH 45201, The appropriate State Officials will be natified of this action in
accordance with Code section §104(c).

When sending additionatl letters to us with respect to this case, you will expedite their receipt
by using the following address:

Internal Ravenue Service

, OP:E:EO:T:4, Room 6238
111 Constitution Ave, N.W,

Washington, .C. 20224

If you have any questions, please contact the person whose name and telephone number are
shown in the heading of this letter,

Sincerely,

{3dgad) &, Y. Back

Gerald Sack
Chief, Exempt Organizations
Technical Branch 4
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